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The Listening Tour—and the PCPS Response
By Jim Metzler, CPA
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When I became AICPA Vice President for
Small Firm Interests in the summer of 2003, I
began traveling the country, visiting two to
three cities a week to meet with local and
regional firm members to learn about their
concerns and challenges—and how the
AICPA could help address them. As a result of
what I’ve learned on this ongoing listening
tour, I have worked to enhance benefits of
membership in PCPS and discussed key
issues of importance with the PCPS Executive
Committee.

The Value of Membership
If you are a CPA working in a local or
regional firm, then you should know
about all that PCPS has to offer. PCPS
is a community of CPA firms committed to making practicing CPAs and
their firms successful. PCPS provides valuable
resources and opportunities to the 83,000
CPAs working in its 6,000 member firms. It
also represents these firms when important
professional and practice issues are at stake.
PCPS has recently merged with the AICPA
Management of an Accounting Practice
Committee to enable PCPS to provide further
benefits for local and regional CPA firms
through brochures, conferences, advocacy and
other activities. I’d like to tell you a little bit
about what I’ve learned on my listening tour
during the last year, and describe how PCPS is
addressing these and other important issues
facing small and regional firms.

Key Considerations
Some of the concerns that CPAs have discussed with me include:
• Succession planning. In the past, partners
were mainly concerned about how to assess
their firms’ value upon retirement. Today,
they are focused on building a new crop of

leaders so that
the firm will
continue to be
successful in the
future—and so
that their own
retirements are
more secure.
They want to
know how to
build lasting
value in the firm, how to effect a workable
transference of power and how to maintain
client relationships with the next generation
of leaders. PCPS is planning to offer them
a roadmap to help with this issue,
including strategies to avoid succession
pitfalls and traps; information on how
policies, procedures and board management affect succession; best practice information by firm size; tips on
tackling financial issues; discussions of
leadership and firm culture issues; and
other educational tools and resources.
• Standards overload and compliance challenges for small businesses. We are committed to trying to ensure that standard setters address local and regional firms’ issues
and questions. For example, I am involved
with the Private Company Financial
Reporting Task Force, which is studying
whether GAAP financial reporting is meeting the needs of all constituents of forprofit, private company reporting.
Whenever possible, PCPS is attempting to
ensure that standards acknowledge and
address small company issues. In one
recent example, we collaborated with the
Professional Ethics Executive Committee
to provide practical guidance for smaller
practitioners on Ethics Interpretation 101-3,
Nonattest Services.
• Staff recruiting and retention. We are
continued on page C2
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continued from page C1—The Listening Tour
developing a suite of resources and guidance for firms to help
them attract and retain the highest quality professionals.
• New practice opportunities. We have generated articles and other
discussion on “second CPA firm” opportunities open to smaller
firms in light of changes effected by the Sarbanes-Oxley Act.

•

Tools and Resources for Practitioners
Those are some of the current topics that have arisen from my listening tour. On an ongoing basis, PCPS:
• Works with the Institute and its committees to make sure that the
unique needs of local and regional firms are being met.
• Develops practice management resources specifically tailored
for smaller firms.
• Creates tools that enable members to enhance their services.
• Ensures that the opinions of small firms and their clients are
heard in the standard-setting process.
• Provides research of value to CPA firm managers.

•

•
•

•

Tangible Benefits
What does that mean for members? Here’s a sampling of what
we’re doing.
• PCPS/TSCPA MAP Survey is one important resource of tremendous value to PCPS members. PCPS members have free access
to the PCPS/Texas Society of CPAs National Management of an
Accounting Practice Survey and its comprehensive benchmarking data that allows them to compare their firms against the best
in their peer groups.
• MAP Network Groups enable firms to share experiences, observations and advice with their peers on a range of issues. A group

AICPA Audit
and Accounting
Manual (No.
005134CPA09).
Developed
exclusively for small- and medium-size
CPA practices, this unique one-volume
manual explains and demonstrates useful
techniques and procedures for conducting
compilation, review and audit engagements—from planning to internal control to
accountants’ reports.
The manual, revised as of July 1, also
includes:
• Valuable practice aids
• Sample confirmation, engagement and
representation letters
• Audit programs
• Audit risk alerts
• Internal control checklists
Available Sept. 30. $115 member/
$143.75 non-member.

of practitioners sets the agenda and the AICPA provides the
guidance and resources they need.
The Practicing CPA, a free newsletter to PCPS members, offers
news and practical tips on practice management issues. The TIC
Alert, another benefit of PCPS membership, updates members on
standard-setting, legislative and regulatory issues that affect small
practitioners and their clients. The Alert is a publication of the
PCPS Technical Issues Committee, which works to ensure that
small firms’ opinions are heard in the standard-setting process.
Webcasts cover issues such as succession planning and new
engagement opportunities for small and regional firms created
by the Sarbanes-Oxley Act.
Practitioner guidance and client education covers subjects such
as the new tax code and issues facing not-for-profits.
The MAP Top 5 Issues Survey identifies the key challenges firms
are facing each year, offering members an advance warning on
key developments affecting firms.
Members receive a discount on the annual Practitioners
Symposium, an opportunity to learn practical approaches to practice issues and network with peers.

A Strong Community
There’s a home for CPA firms at the AICPA, and PCPS is that
home. The price is $35 per member, with a $700 cap. We have a
strong community at PCPS. If your firm joins this community, you
will find that your investment will be repaid many times over. To
learn more, go to:
www.pcps.org

Best Benefits
CFOs were asked,
“Which one of the
following employee
benefits do you feel
workers value most?”

Equity
incentives
3%

Don’t know/
other
8%

Spot
bonuses
13%

Flexible
schedules
30%

Health care benefits/
health insurance
13%

Source: Accountemps

Extra
time off
16%

Retirement
savings plans
17%

Published for AICPA members in small firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org
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By Bradley J. Allen, CPA

One Case Study
To illustrate how benchmarking helps an
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Exhibit 1: Accounts Receivable as a
Percent of Sales and Collection Period

www.pwc.com/ammbit
The top, median and bottom quartiles
are presented for the industry group that
includes construction machinery manufacturing. The performance measures are
accounts receivable as a percentage of sales
and the average collection period, both of
which approximate the bottom quartile for
the industry.
A quick Web search shows that while
the Association
of
Equipment
Manufacturers expects 2004 to rebound by
3%–5%, 2003 remained slow. Discussions
with management indicate they plan to
reduce their billing terms from 60 days to
30 days. While it would be unreasonable to
expect the collection period to drop by 30
days, it should still drop. Management also
decided to hire additional credit and collection personnel.
After considering the prior year numbers, the benchmark information and the
industry trends, the auditor would set an
expectation that the client’s collection period
will drop to 85 days and its investment in
accounts receivable as a percentage of sales
will remain comparable to the prior year.
The first requirement of the professional standards is met: Set an expectation.
How much variability is the auditor
willing to live with? Based on risk and
materiality assessments, the auditor determines that it is reasonable to expect the collection period to be 85 days plus or minus
5%, or about 4 days, and the accounts
receivable as a percentage of sales to be
25% plus or minus 5 percentage points.
The second requirement is now met:
Determine a threshold.

Exhibit 2: Accounts Receivable as a
Percent of Sales and Collection Period
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Benchmarking, or using external information to conduct a strong analytical review,
can help auditors gain perspective on a
business and its industry, focus on critical
matters and identify risk better and earlier.
When used effectively, benchmarking could
also provide information to help clients
improve. Such results are possible only
when comparing the right information from
the right organizations. Let’s look at how
benchmarking can be used to support each
phase of an analytical procedure, specified
by professional standards as:
• Set an expectation.
• Determine a threshold.
• Calculate the difference.
• Investigate the results.
An analytical procedure is the study of
a plausible relationship between two or
more data elements, either financial or nonfinancial. Benchmarking compares one
organization with another or, as it pertains
to analytical procedures, is used to study a
plausible relationship between two or more
elements of data from another organization.

auditor set an expectation, let’s look at the
audit of Smith Company, a construction
machinery manufacturer. While there are
many key performance indicators for this
industry, the ability to collect cash from the
construction companies that buy their
equipment is important for the company to
manage cash flow.
The historical data in Exhibit 1 shows
Smith’s prior year (2002) results and some
benchmarking information. There are a
number of sources for benchmarking information, such as industry trade associations,
EDGAR and a variety of subscription services. The source of the data used for this
comparison is AMMBIT®, PricewaterhouseCoopers’ online benchmarking system:

Percent

Great Expectations Through
Benchmarking: The Auditor’s
Classic Tool
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Next Steps
Time to look at the actual results (Exhibit
2). Note that both the collection period and
accounts receivable as a percentage of sales
approximated the prior year numbers. The
auditor expected the accounts receivable as
a percentage of sales to approximate the
prior year balance but expected the collection period to drop to 85 days.
Accounts receivable as a percentage of
sales of 23% is within the threshold of plus
or minus 5 percentage points, but the collection period of 95 days falls outside the
threshold of 85 days plus or minus 4 days.
The third requirement is now complete: Calculate the difference.
The auditor now begins an investigation and finds out that while management
changed the billing terms from 60 to 30
days, they did not enforce the change. In
addition, they terminated two of the four
people in the collection department instead
of hiring additional personnel, and billing
personnel are now also performing collection functions.
The auditor is now concerned about
the existence and valuation of accounts
receivable and the internal controls over
segregation of duties, and decides to expand
the number of accounts selected for circularization, confirmation and testing through
subsequent cash receipts.
continued on page C4
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continued from page C3—Benchmarking
The auditor has now met the fourth
requirement: Investigate the results.

client’s business and audit risk assessment.
It’s one way to set great expectations.

The Value of Benchmarking

bradley.j.allen@us.pwc.com or
ammbit@us.pwc.com

Using benchmarking to support analytical
procedures right from the start can help
provide a better understanding of the

www.pwc.com/ammbit

Bradley J. Allen is a PricewaterhouseCoopers partner and chief architect of
AMMBIT ® (Advanced Middle Market
Business Intelligence Tool), an online
benchmarking tool designed for small and
midsize private companies with sales up to
$500 million.

Mixed News on IRS Progress

IRS Unveils Strategic Plan

The 2004 annual report of the IRS Oversight Board paints “a decidedly mixed picture on how the IRS is meeting taxpayer needs,” the
group said. The report emphasizes the need to improve the
Service’s “beleaguered enforcement program while not jeopardizing hard-won gains in customer service or by slashing
funding for business systems modernization.”
The report did contain good news. “This past year was
marked by real progress,” according to board chair Nancy
Killefer. “Customer service continued to rack up significant gains
in areas such as telephone service and new Web-based applications.”
However, there were also strong concerns about the IRS
enforcement program. For example, according to the report, in FY
2003, the IRS could pursue only 18% of known cases of abusive
schemes to hide income, which it says resulted in $447 million
uncollected. “There is only one chance in four that the IRS will go
after an individual who does not file a return,” according to the
Oversight Board.
A key concern, the group said, is proper funding for the IRS.
The Oversight Board noted that money intended to be used to hire
new enforcement personnel has in recent cases been redirected to
cover unfunded mandates, such as pay raises. The board says that is
“has argued that investments in IRS enforcement pay for themselves many times over.”
The report made recommendations and identified challenges in
enforcement, customer service, modernization, human capital and
performance measures.
To access the report, go to:

Before the Oversight Board report’s release, the IRS announced an
updated strategic plan that outlines three broad goals for the agency
through 2009: Improved service to taxpayers, enhanced
enforcement of the tax laws and modernized business processes
and technology. The IRS says the plan provides a roadmap for
IRS operations over the next five years and underscores the
IRS’s commitment to providing excellent service to taxpayers
and enforcing America’s tax laws in a balanced manner.
Service and enforcement are equally important priorities,
according to the IRS. “While the agency’s commitment to service
continues, the IRS must now sharpen the focus on enforcement,”
IRS Commissioner Mark W. Everson said. Key priorities are:
• Assure that attorneys, accountants and other tax practitioners
adhere to professional standards and follow the law.
• Discourage and deter non-compliance.
• Detect and deter domestic and off-shore-based tax and financial
criminal activity.
• Discourage and deter non-compliance within tax-exempt and
government entities and misuse of such entities by third parties
for tax avoidance and other unintended purposes.
According to the IRS, another priority of the strategic plan is to
improve the efficiency of the tax administration system through
modernization efforts that build on the e-file program and other
recently introduced electronic tools for individual and business taxpayers. In addition to its emphasis on technological improvements,
the modernization portion of the plan also focuses on implementation of streamlined business processes, productive work environments and security upgrades.
For more information, go to:

www.treas.gov/irsob/documents/index.html

www.irs.gov/newsroom/article/0,,id=125266,00.html

ACFE Releases 2004 Fraud
Statistics
The typical organization loses 6% of its
annual revenues to occupational fraud,
according to a recent report by the
Association of Certified Fraud Examiners.
If multiplied by the U.S. gross domestic
product, which in 2003 totaled just under
$11 trillion, that would translate into $660
billion in annual fraud losses.
The 2004 Report to the Nation on
Occupational Fraud and Abuse strongly
supports Sarbanes-Oxley’s requirements for
audit committees to establish confidential

reporting mechanisms, according to the
ACFE. Occupational frauds were much
more likely to be detected by a tip than
through other means, such as internal
audits, external audits and internal controls,
the group says. Among frauds committed
by owners and executives, which tend to be
the most costly, over half of all cases were
identified by a tip. The report also indicates
that confidential reporting mechanisms can
significantly reduce fraud losses.
Additionally, while Sarbanes-Oxley
only requires publicly traded companies to
establish confidential reporting mechanisms
for employees, the report suggests that

these programs should also embrace thirdparty sources, such as customers and vendors. The report also reinforces the belief
that the most cost-effective way to deal
with fraud is to prevent it. According to its
findings, once an organization has been
defrauded it is unlikely to recover its losses.
The median recovery among victim organizations was only 20% of the original loss.
Almost 40% of victims recovered nothing
at all. The 2004 Report to the Nation is
available for download at:
www.CFEnet.com/report

